Special Analysis

POLAND: Prospects for Servicing Debt

The decline of the Polish Leonomy apparently iaas been dtorred,
but recovery is not Likely any time .oon hecauso of tne bupden 7
the hard currency debt, The Poley 2igned a rescieduling agreemon:
with private banks in Jovember, but foreipm govermment ereditoprs
have not reccheduled the debs Jor 1382, and overdue raymenty of 3¢
least $5 billion ape likely at the end of the year. If martial :aw
to lifted this month ag anticipated, the Poles ape eertain to urie
Western governments to Lift canctions and begin debt relicf dis-
cussions.  Poland almest certairly will not be able to obtain i
nearly $12 Lillion worth of dedt relief and new oredits it necds

in 1933. _

year to try to pay interest owed to Western banks, Pre-

10 months of 1982 were equal to the pace in 1981 but

that imports were down 28 percent. The trade surplus,
however, meets o ly a small part of Warsaw's large finan-
cial needs. i

N The reductions in imports have hindered economic
o recovery. Grain imports have been slashed, leading to
'declinesgin~livestock»prodUCtion. Manufacturing indus-

tries have been hurt by short ges. of imported spare

parts and raw materials. ‘ ’ S

Status of Rescheduling

On 3 November wéstern banks and the Polish Government
signed an agreement to reschedule 95 percent of princi al
payments due to private banks in 1982,
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Poland paid the first
interest installment on time, but the Poles probably
will not be able to pay the nearly $800 million due in
the next two installments, '

Although Warsaw's financial condition has continued
to detoriorate and overdue debts have soared, relations
between the Poles and the bankers are somewhat smoother
than earlier in the year. Polish officials who arqued
for a4 moratorium on Poland's debt seem to have lost
influence, and threats by Western bankers to declare
Polish loans in default have subsided. There are wide-
spread reports, however, that banks in sevcral Western

countries are quietly and gradually wrizing off their
Polish loans, h

The Poles now face a financial gap in 1982 of as
much as $6.7 billion, most of which 1s unrescheduled
rayments owed to Western qoverﬂments and to CEMA credltors,
Arab ‘banks, Brazil, and suppliers.  Debt relief from
these creditors may cover $1 bxllion to $2 billion, but
the gap probably will still be about $5 billion at the
end of 1983, h - |

Debt to Western Governments

Wardaw will owe Western governments $7 billion next
year, including unpaid debts due this year, and, in antic-
ipation of the letan of martial law, pressure already
18 building to ‘open debt relief talks. Sweden, Austria,
and Switzerland announced to the Paris Club last week
that they were considering splitting from the other
creditors to beqgin such discussicns. -
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If the creditor governments decide to resume re-
scheduling negotiaticns with the Poles, both sides will
start far apart. Warsaw's anticipated request for total
debt relief will be a first step in its efforts to secure
resumption of large Western Ccredits to revive the Polish
economy. The governments, on the other hand, are primarily
interested in getting Poland to make debt payments.

P stopped
providing new money. Moreover, they will be competing
with the banks for what promises to be a very limited
amount of hard currency .available for debt service.

Outlcok for 1983

More than $13 billion in debt service is due next
Year. This includes: '

== $4.4 billion in arrears from 1982,

SS_billiQnﬁin‘prihcipalfpayments-on.mediumf"n

andﬁlongfgepm_loans under ‘original Ioan-bohf

tracts. -
About $4 billion in interest, including charges
on rescheduling agreements.

Assuming industrial production does not slump fur-
ther, a current—-account surplus—-excluding interest--of
$1.4 billion is possible, leaving a financing requirement
of $11.7 billion. Since the outlook remains poor for
new credits, howgver, the financing requirement for 1383
will have to be covered by debt relief, whether under
formal agreements or by creditors' continued tolerance
of overdue payments.
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Serious discussions will not begin until after the
first of the year. Negotiations then may be complicated
by the failure to honor past agreements. Warsaw this
year has met payments called for under the agreement of
1981 more or less on time but will have difficulty ‘

seivicinf two such agreements next year.
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